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The UK consumer - winter is coming

The key to our view of weakening UK growth this year was slowing household  Oliver Harvey
consumption. With spending having grown a mere 1% annualized in the first two  Macro Strategist
quarters of 2017 versus 3% last year, is the UK consumer over the worst? We  +44-20-754-51947
don't think so. The risks are also shifting away from a real income shock towards

other drivers of demand.

High frequency indicators are showing little sign of improvement
First, it's worth taking the temperature of high frequency indicators. In our last
report, we highlighted three areas of spending that explain most of the overall
variance in UK household consumption and for which we have high frequency
data: transport, household goods and miscellaneous spending. !

Car purchases make up 30% of all transport spending, so monthly data on
new vehicle registrations do a good job of predicting transport spending. After
collapsing to recession levels earlier this year, registrations remain well below
long term averages (figure 1). Tax changes were flagged as a factor in April's
sharp fall in registrations, but the limited bounce in year on year terms since and
downward revisions to corporate sales projections for 2017 highlighted by Bank
of England agents since suggest that weak demand has been just as important.

We use two sources for spending on household goods and services - monthly
retail sales volumes and John Lewis sales volumes. Both imply a further
slowdown (figures 2 and 3). For miscellaneous spending, the closest proxy we
have is Visa spending on miscellaneous items, which has a looser relationship
but in contrast shows more resilient demand (figure 4).

Finally, UK tourist spending has tended to be well correlated to overall
consumption, although it only makes up a small amount of overall demand.
Monthly data on UK visits overseas track this well. Visits abroad have slowed
much less than after the 2008 crisis, despite the weakness in the exchange rate,
but are tracking lower. In sum, out of the five high frequency indicators we like
to track, four remain weak. A composite indicator of year over year spending
suggests a further slowdown in household spending Q3.

1 See "Problems in the purse - a deep dive into UK household consumption, May 2017"
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Figure 1: Limited bounce back in new car registrations
after April tax changes
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Figure 2: Purchases of household goods in retail sales
remains weak
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Figure 3: Other indicators of big ticket household
spending are weak

UK household consumption, yoy, chained, furnishings and household equipment
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Figure 4: Spending on miscellaneous items appears to be
more robust
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Figure b: UK tourism abroad has slowed, but much less
than in 2009
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Figure 6: A composite of short-term consumption
indicators point to further slowdown in Q3
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Medium term risks are shifting from real incomes to employment and savings
What about the medium term ? UK household consumption is a function of real

income growth, employment growth and spending and savings preferences.

On the income side of the equation, the squeeze on real wages has moderated
slightly in the last two months as consumer price inflation has stabilized. Looking
ahead, we don't expect real wages to pick up much, however. Headline inflation
should increase further to near 3% by year-end and our recent analysis of the
labour market suggests Brexit uncertainty is keeping pay settlements in check.
We therefore expect real wages to remain around -0.5% yoy for the rest of the
year. Meanwhile, the effect of recent sterling depreciation is likely to add to the
persistence, if not the peak, of inflation. While we expect nominal wage growth
to rise to 2.8% next year, real wage growth is therefore unlikely to get above zero
until towards the end of 2018.

Other sources of income may provide a partial offset. Non-labour income was
dragged down in the first two quarters of the year by higher taxes paid on
dividends and should bounce in the coming quarters. The structural decline in
non-labour income is unlikely to reverse soon, however. Interest and dividends
have fallen as a result of low interest rates and the declining profitability of UK
companies.

On the employment side, risks are rising. Employment growth has remained
robust at above 1% yoy in H1, but surveys suggests some cause for concern.
On the one hand, some manufacturing industries are reporting labour shortages
as they struggle to take advantage of robust global demand and weak sterling.
But the real driver of UK employment is services. Here survey data looks weaker.
Hiring intentions in the retail sector - one of the dominant sectors in post-crisis
UK jobs growth - has collapsed (figure 9). Other services surveys look weak or
tepid. We expect a moderate slowing of employment growth in coming quarters
to add to the consumer slowdown.

What of household confidence and savings preferences? In our view, a very low
savings rate is the main risk for household consumption in the next couple of
years. The Bank of England assume that the household savings rate remains
unchanged until 2019 (notwithstanding methodological changes that should lead
to upward revisions to the level of the savings rate across the last few years). No
precautionary build-up in savings is a big assumption in the context of continued
Brexit uncertainty. Consumer confidence is now tracking lower, and correlates
well with the savings rate over time (figure 11). Consumer credit growth that
contributed to falling savings last year has run out of steam, either due to demand
or increasing macroprudential attention from the Bank of England (figure 12).

Another risk is house prices. House prices have a good relationship with
household consumption. As households have been deleveraging since the
financial crisis, the transmission channel is likely to be through boosting
confidence rather than leverage. House price growth has already moderated from
double digit growth in 2015 to low single digit growth today according to national
data, and the best leading indicator of house prices, the RICS house price balance,
suggests further declines are in store.
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Figure 7: Real wage growth is unlikely to turn positive Figure 8: Some recent weakness in non-labour income
until late next year should reverse
B Labour income Benefits + transfers
UK real wages, whole economy, yoy Non labour income mmm Deflator
5 —UK real wages, whole economy, 3mma —Real post-tax income growth

10%

3 8%
] 6%
* 4%
q * 2%
DB forecasts

0%

-3
2%
-5 -4%
Jan-05 Sep-06 May-08 Jan-10 Sep-11 May-13 Jan-15 Sep-16 May-18 6%

Source: Deutsche Bank, Haver

8%
Jan-95 May-97 Sep-99 Jan-02 May-04 Sep-06 Jan-09 May-11 Sep-13 Jan-16

Source: Deutsche Bank, Haver |

Figure 9: Retail employment intentions have collapsed Figure 10: Survey indicators of services employment have
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Figure 11: Consumer confidence is falling, suggesting the Figure 12: Last year's pick-up in consumer credit appears

low rate of household savings may reverse to have run out of steam
UK consumer confidence Net credit card lending, monthly
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In conclusion, the outlook for UK household consumption is worsening, not
improving. The further fall in the exchange rate since May will increase the
persistence of the inflation pass-through and weigh on real incomes. Surveys
suggest downside risks to employment growth in the coming quarters. Consumer
confidence continues to weaken, consumer credit growth has slowed and falling
house price growth represents another risk. We are downgrading our forecasts
for UK household consumption in 2018 from 1.3% to 0.8%, although our 2016
forecast of 1.6% remains unchanged. We expect the worst of the consumer
slowdown to be over by the second quarter of 2018.
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Important Disclosures
*QOther information available upon request

*Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from
local exchanges via Reuters, Bloomberg, and other vendors. Other information is sourced from Deutsche Bank, subject
companies, and other sources. For disclosures pertaining to recommendations or estimates made on securities other than
the primary subject of this research, please see the most recently published company report or visit our global disclosure
look-up page on our website at http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr. Aside from within this report,
important conflict disclosures can also be found at https://gm/db.com/equities under the "Disclosures Lookup" and "Legal"
tabs. Investors are strongly encouraged to review this information before investing.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition,
the undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation
or view in this report. Oliver Harvey
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Additional Information

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively
"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to third-
party websites in this report are provided for reader convenience only. Deutsche Bank neither endorses the content nor
is responsible for the accuracy or security controls of these websites.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this report,
oris included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche Bank may
act as principal for its own account or as agent for another person.

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its
own account or with customers, in a manner inconsistent with the views taken in this research report. Others within
Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those taken
in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis, equity-linked
analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication may differ
from recommendations contained in others, whether as a result of differing time horizons, methodologies or otherwise.
Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers it writes on. Analysts are
paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment banking, trading
and principal trading revenues.

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do
not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides
liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts sometimes
have shorter-term trade ideas that are consistent or inconsistent with Deutsche Bank's existing longer term ratings. Trade
ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea represents a high conviction belief
by an analyst that a stock will outperform or underperform the market and/or sector delineated over a time frame of no
less than two weeks. In addition to SOLAR ideas, the analysts named in this report may from time to time discuss with
our clients, Deutsche Bank salespersons and Deutsche Bank traders, trading strategies or ideas that reference catalysts
or events that may have a near-term or medium-term impact on the market price of the securities discussed in this report,
which impact may be directionally counter to the analysts' current 12-month view of total return or investment return as
described herein. Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient
thereof if any opinion, forecast or estimate contained herein changes or subsequently becomes inaccurate. Coverage and
the frequency of changes in market conditions and in both general and company specific economic prospects make it
difficult to update research at defined intervals. Updates are at the sole discretion of the coverage analyst concerned or of
the Research Department Management and as such the majority of reports are published at irregular intervals. This report
is provided for informational purposes only and does not take into account the particular investment objectives, financial
situations, or needs of individual clients. It is not an offer or a solicitation of an offer to buy or sell any financial instruments
or to participate in any particular trading strategy. Target prices are inherently imprecise and a product of the analyst’s
judgment. The financial instruments discussed in this report may not be suitable for all investors and investors must make
their own informed investment decisions. Prices and availability of financial instruments are subject to change without
notice and investment transactions can lead to losses as a result of price fluctuations and other factors. If a financial
instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely
affect the investment. Past performance is not necessarily indicative of future results. Unless otherwise indicated, prices
are current as of the end of the previous trading session, and are sourced from local exchanges via Reuters, Bloomberg
and other vendors. Data is sourced from Deutsche Bank, subject companies, and in some cases, other parties.

The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding
our organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect
to our research is available on our website under Disclaimer found on the Legal tab.
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Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise
to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash flows),
increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss.
The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency convertibility
(which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and settlement issues
related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed income instruments
to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to
specified interest rates — these are common in emerging markets. It is important to note that the index fixings may -- by
construction -- lag or mis-measure the actual move in the underlying variables they are intended to track. The choice of the
proper fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons indexed to
a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is also important to acknowledge
that funding in a currency that differs from the currency in which coupons are denominated carries FX risk. Naturally,
options on swaps (swaptions) also bear the risks typical to options in addition to the risks related to rates movements.

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk.
The appropriateness or otherwise of these products for use by investors is dependent on the investors' own circumstances
including their tax position, their regulatory environment and the nature of their other assets and liabilities, and as such,
investors should take expert legal and financial advice before entering into any transaction similar to or inspired by the
contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can be substantial. As a
result of the high degree of leverage obtainable in futures and options trading, losses may be incurred that are greater
than the amount of funds initially deposited. Trading in options involves risk and is not suitable for all investors. Prior
to buying or selling an option investors must review the "Characteristics and Risks of Standardized Options”, at http://
www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the website please contact
your Deutsche Bank representative for a copy of this important document.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i)
exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are
affected by the currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction. Aside from within this report, important conflict disclosures can also be found at https://
gm.db.com/equities under the "Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this
information before investing.

Deutsche Bank (which includes Deutsche Bank AG, its branches and all affiliated companies) is not acting as a financial
adviser, consultant or fiduciary to you, any of your agents (collectively, "You" or "Your") with respect to any information
provided in the materials attached hereto. Deutsche Bank does not provide investment, legal, tax or accounting advice,
Deutsche Bank is not acting as Your impartial adviser, and does not express any opinion or recommendation whatsoever
as to any strategies, products or any other information presented in the materials. Information contained herein is being
provided solely on the basis that the recipient will make an independent assessment of the merits of any investment
decision, and it does not constitute a recommendation of, or express an opinion on, any product or service or any trading
strategy.

The information presented is general in nature and is not directed to retirement accounts or any specific person or account
type, and is therefore provided to You on the express basis that it is not advice, and You may not rely upon it in making
Your decision. The information we provide is being directed only to persons we believe to be financially sophisticated,
who are capable of evaluating investment risks independently, both in general and with regard to particular transactions
and investment strategies, and who understand that Deutsche Bank has financial interests in the offering of its products
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and services. If this is not the case, or if You are an IRA or other retail investor receiving this directly from us, we ask
that you inform us immediately.

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and SIPC.
Analysts located outside of the United States are employed by non-US affiliates that are not subject to FINRA regulations.
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foreign exchange fluctuations. We may also charge commissions and fees for certain categories of investment advice,
products and services. Recommended investment strategies, products and services carry the risk of losses to principal
and other losses as a result of changes in market and/or economic trends, and/or fluctuations in market value. Before
deciding on the purchase of financial products and/or services, customers should carefully read the relevant disclosures,
prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are not
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Singapore: by Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raffles
Quay #18-00 South Tower Singapore 048583, +65 6423 8001), which may be contacted in respect of any matters arising
from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who is not an
accredited investor, expert investor or institutional investor (as defined in the applicable Singapore laws and regulations),
they accept legal responsibility to such person for its contents.
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